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Industry Focus: ICT (1/3) Positive Outlook
ositive Outioo

National target for the digital economy to contribute >25.5% to country’s GDP by 2025 (2020: 22.6%) and government’s numerous initiatives (e.g. JENDELA,
DNB, MYDIGITAL) in pursuing this, suggest a bright outlook for ICT subsectors. Moreover, SME Bank’s SMEs sentiment index has showed that 63.3% of SMEs

will focus on digitalisation in the next 6 — 12 months, lending more support to the demand for ICT services.

Telecommunications Positive
Computer programming, consultancy, and related activities Positive
Information services activities Positive

Resilient ICT growth was observed despite a decline in national GDP

+Rising internet consumption as reflected by an increase in internet

% GDP: National vs ICT (% YoY)
20 bandwidth which peaked at 1.46Tbps in Jun 2022 - triple growth from
15 500Gbps in 2019.
0 "2 Computer programming, consufancy, and related acivites
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0 + Digitalisation era boost demand for ICT services
= —National p \ + Rising mobile apps hardware, and computer software
10 —ICT : ': +High demand for IT/ cyber security to prevent fraud, unauthorised
': i access to computers, network and data
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o o o o o o o oMo O .o o o Switch from on-premises databases to cloud (demand for data centre)
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+Tax incentives for data centre projects
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2 Sources: EMIS, CEIC, DOSM, Malaysia Internet Exchange (MylX), and SME Bank Economic Research nory USAHAWAN DAN KOPERASI
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Exabyte Domestic Broadband Traffic Telecommunication

14 12.6 +Domestic internet consumption for fixed and mobile showed strong growth in 2021, up 53%

Positive Outlook

12 YoY and 32%, respectively.
10 +Rising demand for internet-based services and loT home automation/ smart appliances as
o 10.6 well as faster internet speed will propel demand for internet consumption & data centre.
+High infrastructure investment for 5G & fibre optic network. Digital National Berhad is
6 4.3 expected to spend RM16.5 bil and aims to achieve 40% 5G population coverage by end-2022;
o— 0 - . 0
4 —e—Fixed-broadband traffic S oy Ee-202, (29 202_2' 27_ ) _ _
2 : . +Phone makers are aggressively introducing 5G mobile phones.
18 —e—NMobile-broadband traffic
0 ~ © - o - - High entry barrier, capital intensive. Sunk costs (licensing) for new players & oligopoly market.
— — —i AN (9N
Q < Q Q Q - Delay in DNB equity stake could derail the 5G rollout timeline including service offering
(internet/network subscription to the public)
Transactions volume per capita Computer programming, consultancy, & related activities
18
16 + Government and private sector have embarked on advanced automation by adopting IR 4.0 and
14 digitalisation projects including cashless payment system, e-commerce, QR & barcode
12 system, RFID and automated borders scanner.
10 +Rising mobile apps among businesses (e.g, food & e-hailing apps, investment & banking apps,
3 e-wallet) will thrive for development and maintenance services.
6 y + Uptrend in internet-based payment and cybersecurity requirements will translate into better
4 — Internet Banking demand for computer programming, consultancy, and IT security.
5 —Mobile Banking
0 - Competitive market. The IT services sector is transitioning from providing basic services
© © o o o o < < N (outsourcing) to delivering value-added services (analytics consulting) which has higher-margins.
c < < 9 o 9 o o O - High cost for software & hardware (inflation & ringgit depreciation). Price producer index

(PPI) for communication equipment rose 10.3% in Jul 2022 (Jun: 6.4%). Meanwhile, import of
ICT products stood at RM189.0 bil or 23.6% of total import in 2020 (2018: 21.7% of imports).

3 Sources: EMIS, CEIC, MCMC, DOSM, BNM, Various and SME Bank Economic Research
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Positive Outlook

Incoming FDI in ICT sector is expected to continue, aided by govt support

Information services activities

Net FDI in ICT sector

RM (mil)
+ The Malaysian data centre market is experiencing an influx of investments
900 thanks to:
500 ® Inherent land constraints and tight regulation in Singapore,
100 ® Rising number of businesses shifting their operations to cloud and big data,
¢ Tax incentives (Digital Ecosystem Acceleration scheme),

300 ® Malaysia is connected and surrounded by a web of submarine cables (high
700 speed internet connectivity).

e T = = = B ST S R I R N A N AN + Government targets 80% usage of cloud storage by end of 2022. In the private
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4 d ® § 4 & O F 4 8 o F 94 8 o F 49 sector space, latest investments in 2022 were from YTL and Sea Group (RM1.5

bil) and NTT LTD (RM224.55 mil). Telekom Malaysia is also committed to invest
RM12-15 bil over 5 years into hyperscale data centres while Microsoft pledged to
invest USD1 bil over 5 years, back in April 2021. These will generate hardware
demand, as well as software and IT support services.

Malaysia is connected and surrounded by a web of submarine cables
(high speed internet connectivity), alluring for ICT investment

+ Digitalisation also creates demand for IT solutions such as web development,
web hosting and email, infrastructure, and application over the internet. Based on
a report from GlobalData Market Opportunity Forecasts, |CT spending in Malaysia
will reach USD25.2 bil by 2023 (2021: USD15.86 bil).

- SUff competition in the data centre market with ASEAN countries, especially
Indonesia and Thailand due to low electricity tariffs.

- Malaysia’s 5G rollout lags behind Singapore and Thailand (i.e. Malaysia’s
speed in data transmission is slower).

Submarine Cable Map

i i i KEMENTERIAN PEMBANGUNAN ettt Psionat
4 Sources: EMIS, CEIC, BNM, submarinecablemap, Various, SME Bank Economic Research USAHAWAN DAN KOPERASI
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DISCLAIMER

SME BANK has exclusive proprietary rights in the data or information provided herein. This document is the property of SME BANK and is
protected by Malaysian and international copyright laws and conventions. The data and information shall only be used for intended purposes
and not for any improper or unauthorised purpose. All information contained herein shall not be copied or otherwise reproduced, repackaged,
transmitted, transferred, disseminated, redistributed or resold for any purpose, in whole or in part, in any form or manner, or by any means
or person without SME BANK'’s prior written consent.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an
invitation to make an offer, to buy or sell any securities or other investment or any options, futures or derivatives related to such securities
or investments. It is not intended to provide personal investment advice and it does not take into account the specific investment objectives,
financial situation and the particular needs of any specific person who may receive this report. Investors should seek financial advice regarding
the appropriateness of investing in any securities, other investment or investment strategies discussed or recommended in this report and
should understand that statements regarding future prospects may not be realised. Investors should note that income from such securities
or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors
may receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to
the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice.
Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional.

Any opinion, analysis, observation, commentary and/or statement made by SME BANK are solely statements of opinion based on
information obtained from sources which SME BANK believes to be reliable and therefore, shall not be taken as a statement of fact under
any circumstance. SME BANK does not and is in no position to independently audit or verify the truth and accuracy of the information
contained in the document and shall not be responsible for any error or omission or for the loss or damage caused by, resulting from or
relating to the use of such information. Analysts based in SME BANK offices produce research on macroeconomics, equities, fixed income,
currencies, commodities and portfoliostrategy.

SME BANK and its affiliates, subsidiaries and employees shall not be liable for any damage or loss arising from the use of and/or reliance on documents
produced by SME BANK or any information contained therein. Anyone using and/or relying on SME BANK document and information contained therein
solely assumes the risk in making use of and/or relying on such document and all information contained therein and acknowledges that this disclaimer
has been read and understood, and agrees to be bounded by it.
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